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This paper investigates the scope for housing wealth to alleviate poverty among Britain’s older
population by modelling the potential effect of equity-release schemes on the net incomes of older
homeowners using data from the 1993–94 and 1994–95 Family Expenditure Surveys. We find that,
for the older population in general, the potential impact of equity release on poverty is limited by
the positive association between homeownership and income in later life. The scope for equity
release to enhance incomes is restricted mainly to the oldest age-groups where life expectancy is
short. However, it is at these oldest ages that incomes are lowest and although we estimate that
equity release cannot provide much benefit to those in the greatest poverty, the additions to income
that equity release could bring to some of the oldest homeowners are not insignificant.
JEL classification: D31, H55, I32, J14.
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I. INTRODUCTION
Despite increases in the average incomes of the older population, later life is
still, for many, a time of low income. Yet the growth in owner-occupation that
has occurred in Britain this century has resulted in some three-fifths of people
over the age of 65 owning a valuable asset in the form of the homes in which
they live. The existence of numbers of older people who are ‘house-rich but
income-poor’ (Bull and Poole, 1989) has led to considerable interest in equity-
release schemes which allow owner-occupiers to benefit from some of the
capital tied up in their homes while continuing to live in them. Much of this
interest has been in the potential for equity release to enable older people to meet
the costs of long-term care (Gibbs (1992), House of Commons Health
Committee (1996) and Richards, Wilsdon and Lyons (1996), for example) where
relatively large sums of money are required. Rather less attention has been given
to the potential for equity release to produce more modest but perhaps much
needed additions to income. This paper models the potential effect of equity-
release schemes on the net incomes of older homeowners using data from two
years’ Family Expenditure Surveys. Account is taken of the tax treatment of
income generated through equity release, and the effect on any means-tested
benefits to which older homeowners are entitled. The latter may be important in
the case of lower-income homeowners (Leather and Wheeler, 1988). Such
analysis has been conducted for the US with mixed conclusions (Venti and Wise,
1991; Case and Schnare, 1994; Mayer and Simons, 1994; Merrill, Finkel and
Kutty, 1994; Jacobs, 1996) but until now there has been nothing similar for
Britain.
Equity-release schemes (sometimes called home income plans) have existed
since the mid-1960s but the market for them remains small. In 1997, the Safe
Home Income Plans (SHIP) campaign listed just four providers (Hinton, 1997)
and a recent estimate put the number of plan-holders at 20,000 (Hinton,
undated). New entrants and products are emerging (most noticeably the new
‘shared appreciation mortgages’) and, despite a reluctance among financial
institutions to be among the first in the field (Forrest and Leather, 1997), there is
a great deal of interest in how the market will develop. This raises important
questions about the operation of the market, such as its competitiveness and the
equivalence of different products which appear to be marketed as quite different
from one another. Such questions are not addressed here (the paper concentrates
on quantifying the potential of one particular type of scheme) but are of obvious
concern.
The next section outlines the mechanics of equity-release schemes. Data and
methodological problems are discussed in Section III. Section IV reviews
patterns of owner-occupation and the general relationship between housing
wealth and incomes among Britain’s older population. In Section V, we presentHousing Wealth and Poverty
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an analysis of the potential gains from equity release to older homeowners on
low incomes. Section VI concludes.
II. THE MECHANICS OF EQUITY-RELEASE SCHEMES
There are a number of different types of equity-release schemes on the market in
the UK (see Terry (1997) for a recent review). In general, they involve the
acquisition of a capital sum either through a loan secured against the value of
one’s home (i.e. a mortgage) or the sale of a share in that equity under terms that
permit continued residence in it until death. Where a loan is used, interest is
payable until death, when the principal is repayable from the person’s estate.
Here, since it is the scope for regular additions to income that is of interest, we
consider schemes in which some or all of the capital released is then used to
purchase a lifetime annuity. To assess the ability of equity release to provide
lasting increases in the living standards of older people, we assume that annual
inflation is constant (and known) and that the capital sum is used to purchase an
‘escalating’ annuity which increases by a fixed percentage each year equal to the
inflation rate, i. The value of y1, the first-period payment incorporating inflation
during that period, is given by
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where a is the size of the capital sum, r an appropriate interest rate and n the
number of periods for which the annuity is expected to be paid, here equal to the
life expectancy of the annuitant. For income tax purposes, payments under
purchased life annuities are divided into notional interest and capital repayment.
The latter is tax-free. The former is liable to income tax as investment income,
currently 20 per cent
1 and 40 per cent for basic- and higher-rate taxpayers
respectively. For escalating annuities, the Revenue allows a constant proportion
of each periodic payment as capital. Thus where the payment increases i per cent
each year, the capital component in the first year, c1, can be determined as







                                                                                                                                   
1Note that this is lower than the basic rate of tax on other forms of income.Fiscal Studies
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This method of determining the capital element of each periodic payment
differs from that for fixed-period loans (for example, repayment mortgages),
reflecting the insurance nature of an annuity: if the annuitant outlives his or her
life expectancy at the time the annuity was purchased, it continues to be paid. If
the recipient dies early, the annuity stops.
2 Where the capital is raised through a
mortgage and at least 90 per cent of it is used to purchase an annuity, tax relief is
granted at the basic rate of tax (23 per cent at present) on the first £30,000 of the
mortgage. Tax relief on the interest on ordinary mortgages was only 15 per cent
in 1997–98, and from April 1998 it is only 10 per cent, but relief at the basic rate
has been retained for equity-release schemes. The addition to income resulting
from equity-release schemes, after deducting any associated net mortgage
interest payments and extra income tax liability, is taken into account in full in
assessing entitlement to means-tested benefits.
In the annuity calculations outlined above, n, the (expected) duration of the
annuity, is determined by the life expectancy of the annuitant. Where two people
purchase an annuity that continues until they are both dead, n is the expected
number of years until the survivor dies. In the analysis presented below, we use
figures for age- and gender-specific life expectancy for Great Britain produced
by the Government Actuary’s Department on the basis of mortality rates for the
years 1993–95 to determine life expectancy, and hence n, for each older single
person or couple in our data. These almost certainly understate the life-
expectancy assumptions made by equity-release providers. Continuing
reductions in mortality rates at older ages mean that life expectancies based on
period mortality rates tend to underestimate those that individuals face in
practice. Also, most evidence suggests that homeowners live longer on average
than others. In the results presented below, there may thus be some
overestimation of the annuity income that equity-release products provide in
practice.
The mortgage–annuity type of equity-release scheme can be viewed as
linking two separately available products: a mortgage and a purchased life
annuity. For annuities, the implicit interest rate is determined at the outset. We
assume that the mortgage interest rate is constant throughout its term, determined
with reference to prevailing mortgage rates. The assumption of a non-variable
interest rate is in keeping with recent practice for equity-release schemes
3 and,
from a scheme provider’s point of view, is viable because the interest component
of the annuity is also constant.
                                                                                                                                   
2It is possible to purchase annuities that guarantee to pay out for a minimum length of time (for example, five
years), so that if the recipient dies before this time, the annuity continues to be paid to his or her heirs. This
reduces the periodic payment.
3Many of the problems with past equity-release schemes stemmed from the failure of the income generated
through the scheme to keep pace with a variable interest rate on the mortgage.Housing Wealth and Poverty
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III. DATA AND METHODOLOGICAL ISSUES
Data from the 1993–94 and 1994–95 Family Expenditure Surveys (FESs) are
combined, giving a sample of just under 5,000 Britons aged 65 or over. To
estimate the gross income that each homeowner in the sample might be able to
generate through equity release, we must first make an estimate of the equity tied
up in his or her home. Since 1992, homeowners in the FES have been asked the
year in which they bought their homes and the original purchase prices of them.
This information provides the basis of our estimates of current property values,
as explained in more detail in the Appendix. From these estimates, we subtract
the amount outstanding on any mortgage on the home as reported by the
respondent.
To model the likely effects of equity release on older people’s net incomes,
we simulate the income tax liabilities and entitlements to means-tested benefits
of the older people in our sample, with and without equity release. Our
modelling is necessarily less comprehensive than the simulations that full tax–
benefit models are capable of performing (see, for example, Giles and McCrae
(1995) and Redmond, Sutherland and Wilson (1996)). Most aspects of the
income tax system are modelled so far as data permit, so that we are able to
identify the effect on tax liability and after-tax income of the annuity generated
through equity release. The two main means-tested benefits that could be
affected by the extra annuity income are income support (IS) and council tax
benefit (CTB) where entitlement depends on a claimant’s income and capital.
Most of the main features of IS and CTB as they relate to people aged 60 are
modelled, but with a number of simplifications. Further details are contained in
the Appendix.
In presenting the results, we use recorded rather than simulated income when
classifying older people’s income levels by reference to the all-adult (aged 16 or
over) income distribution. All the analysis is carried out in 1997–98 prices, using
1997–98 benefit and tax rates and increasing reported monetary amounts by
known or forecast movements in general prices (most forms of income and
capital), relevant interest rates (investment income and mortgage interest
payments) and property prices. No correction is made for differential non-
response or under-reporting of income in the FES and at this stage we do not
attempt to provide results that are grossed up to population levels. It should be
borne in mind that there is evidence that the FES under-represents the oldest age-
groups and over-represents the younger elderly, and hence under-represents
single pensioners compared with couples.
The individual is our main analysis unit. Homeowners are defined as heads of
households and their partners who live in owner-occupied accommodation. So
each household may contain up to two homeowners. We ascribe to each
individual the total net income of the family unit (single person or couple with
any dependent children) in which he or she lives. Income is equivalised using aFiscal Studies
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scale of 1 for the first adult, 0.7 for the second and each child aged 14 or over,
and 0.5 for each younger child. Thus all values for income, including gains in
income from equity release, are presented in single-person-equivalent terms.
That the particular choice of equivalence scale could affect the results needs to
be borne in mind (see, for example, Coulter, Cowell and Jenkins (1992)).
IV. PATTERNS OF HOMEOWNERSHIP AND HOUSING WEALTH
AMONG OLDER PEOPLE IN BRITAIN
In Britain, the proportion of people who are homeowners falls steadily with age
within the older population (Table 1). This fall is mainly because increasing
proportions of younger cohorts have become homeowners. Unless significant
numbers of those in their fifties and early sixties leave the tenure, we can expect
to see further increases in rates of homeownership in the older population (see
Forrest, Leather and Pantazis (1997) for some recent projections). There is some
evidence of people ceasing to be householders (some of whom will have been
owner-occupiers in the past) at the oldest ages. The proportions who are not
heads of households or partners of household heads are small in all but the two
oldest age-groups, where there is a noticeable increase. In the majority of cases,
these are the parents of the heads of the households in which they live.
One clear constraint on the potential for equity release among the older
population, at present and for the foreseeable future, is that considerable
proportions do not own their homes, especially among those on low incomes.
Table 2 summarises the relationship between income and housing wealth for
older people. Individuals are ranked according to their place in the all-adult
(aged 16 or over) distribution of equivalent net family income (after meeting
housing costs).
4 The proportion who are not owners falls from 76 per cent for
those with the lowest incomes to just 5 per cent (aged 65–74) and 7 per cent
(aged 75 or over) for those with the highest incomes. There is no difference
between the two age-groups in the (high) proportions of those in the lowest two
income groups who do not own their homes.
Table 2 also shows, for those who do own their homes in each income group,
the percentage in each quintile of the distribution of property values, and the
median property value and housing equity. The total property value or housing
equity has been ascribed to each homeowner in a household. The high proportion
of those in the lowest income group who are not homeowners means that the
sample sizes for those who are homeowners are too small for further analysis.
                                                                                                                                   
4An implication of using an after-housing-costs measure of income is that those who still have mortgages, who
tend to be younger, other things being equal, are more likely to be found towards the lower end of the income
distribution. Using income before housing costs brings more owner-occupiers into the lowest income group but
does not affect the overall conclusions. There are arguments in favour of both measures but neither is clearly
the superior (Johnson and Webb, 1992; Gardiner et al., 1995).Housing Wealth and Poverty
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For the second to fifth quintiles, there is a fairly clear positive association
between income and property values, although for the older age-group this
association is not very apparent until the fourth quintile: there appears to be a
rather flat distribution of property values at the lowest income levels (Hancock,
1998).
TABLE 1
Owner-Occupier and Householder Status among People Aged 50+, by Age-Group
Per cent
Age-group (years)
50–54 55–59 60–64 65–69 70–74 75–79 80–84 85+
Men
O u t r i g h t  o w n e r 2 33 44 85 95 86 16 05 0
Owned with mortgage 57 43 27 11 7 3 2 2
All owners 80 77 75 70 65 64 61 51






























O u t r i g h t  o w n e r 3 04 25 55 55 55 24 14 2
Owned with mortgage 49 31 18 9 5 2 4 1
All owners 79 74 73 64 60 55 45 43
O t h e r  h o u s e h o l d e r 1 92 32 43 43 63 84 53 8
Non-householder,
parent of HOH
* 112357 1 7
Non-householder,
son/daughter of HOH























* Less than 0.5 per cent.
— None in sample.
HOH = head of household.
Notes: Parent/son/daughter includes in-laws. Percentages are subject to rounding error.Fiscal Studies
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TABLE 2
Property Values and Housing Equity among People Aged 65+, by Income Level
Income quintile Total
Lowest 2nd 3rd 4th Highest
Aged 65–74
Not an owner (%) 76 58 23 13 5 36
Owners
Quintile of property value
Lowest (%) ~ 32 28 14 5 20
2nd (%) ~ 24 19 18 7 17
3rd (%) ~ 20 19 22 13 18
4th (%) ~ 14 21 25 26 22
Highest (%) ~ 10 12 21 49 22
Median property value (£) ~ 56,310 62,230 74,970 108,530 71,690
Median equity (£) ~ 55,980 60,100 74,770 106,850 70,830
Sample size
All 202 1,166 689 506 481 3,044
Owners
a 44 459 490 415 439 1,847
Aged 75+
Not an owner (%) 77 58 41 15 7 46
Owners
Quintile of property value
Lowest (%) ~ 26 24 13 6 19
2nd (%) ~ 21 18 4 7 15
3rd (%) ~ 24 23 23 7 20
4th (%) ~ 15 19 37 23 22
Highest (%) ~ 14 15 23 57 24
Median property value (£) ~ 62,030 63,420 85,790 114,080 73,310
Median equity (£) ~ 61,340 63,170 85,790 114,080 72,910
Sample size
All 196 858 424 213 198 1,889
Owners
a 37 323 221 163 168 912
~ Sample size too small for reliable estimate.
aExcludes cases where estimate of property value could not be made.
That the same property value has been ascribed to each homeowner in a
household needs to be remembered. In the case of couples, this value is shared
by two people. In modelling equity release, we convert older people’s housing
wealth into an income-equivalent measure (adjusted for differences in family
composition), providing a more satisfactory way to compare the housing wealth
of couples and single people.Housing Wealth and Poverty
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The Significance of Means-Tested Benefits for Older Homeowners
The positive relationship among older people between income and
homeownership, and between income level and property value, suggests that the
effect of equity release on entitlement to means-tested benefits may not be great.
However, the proportion of older homeowners who currently receive either
income support or council tax benefit is not small although it is less than for
those who do not own their homes. In our FES sample, 17 per cent of
homeowners aged 65 or over reported receipt of one of these benefits.
5 Among
those aged 80 or over, 30 per cent of owners report receipt of IS or CTB; for
women in this age-group, the figure is 36 per cent. So the effect that equity
release could have on entitlement to means-tested benefits cannot be ignored.
V. THE EFFECTS OF EQUITY RELEASE
1. An Equity-Release Scheme
The scheme we model is of the mortgage–annuity type. To begin with, we
assume that there is a minimum age for eligibility of 70 years, or a combined
minimum age of 150 years in the case of a couple. Properties worth less than
£25,000 are assumed to be ineligible. Subject to this restriction, the maximum
equity that can be released is set at the minimum of £30,000 and 75 per cent of
the property value. Such constraints tend to be typical of mortgage–annuity
schemes (Hinton, 1997). The ceiling on mortgage interest tax relief is £30,000.
Once exhausted, it is only for those with relatively short remaining life
expectancies that the extra interest due on larger mortgages is outweighed by the
extra annuity income they permit. All the equity released is assumed to be used
to purchase an escalating lifetime annuity where the annual increase in the
annuity is equal to an assumed inflation rate of 3½ per cent a year. The mortgage
interest rate is assumed to be 7.8 per cent and the interest rate used in the
calculation of annuities is 5.8 per cent, both corresponding broadly to prevailing
rates.
2. The Effect of Equity Release on Net Incomes
We calculate the effect on equivalent net family income that such a scheme
would have for each older homeowner in the sample. Where there is no or little
                                                                                                                                   
5It is generally believed that pensioners tend to under-record receipt of IS because respondents may not
distinguish it from their state pension (the two are often paid together). In modelling receipt of IS, even




Percentage who Gain and Median Annual Increase in Income from Equity Release
Percentage who gain Percentage of
homeowners who gain
Median gain for those
gaining (p.a.)
Aged 65+
Men 18 28 £1,130
Sample size 2,070 1,327 376
Women 24 44 £810
Sample size 2,627 1,430 629
Men and women 21 36 £900
Sample size 4,697 2,757 1,005
Aged 70+
Men 28 45 £1,130
Sample size 1,352 828 376
Women 34 66 £820
Sample size 1,856 949 627
Men and women 31 56 £910
Sample size 3,208 1,777 1,003
Aged 75+
Men 44 75 £870
Sample size 684 402 301
Women 40 86 £1,190
Sample size 1,086 508 436
Men and women 42 81 £1,160
Sample size 1,770 910 737
gain,
6 because the after-tax income generated by the annuity is less than the net
interest payments due on the mortgage or because the effect is merely to replace
means-tested benefits, we assume that the scheme would not be taken out. We
define ‘little’ gain as an increase in net equivalent income of less than £130 a
year. This is the first percentile of the distribution of gains. Even this may be
regarded as too small to be worth while. In practice, the possible transaction
costs of such schemes (whether in the form of cash expenses or time-consuming
procedures) are likely to deter people who stand to gain such small amounts.
However, £130 a year is equivalent to £2.50 a week, and in other contexts, such
                                                                                                                                   
6Note that the ‘gains’ discussed in this paper are the gains from immediately taking out an equity-release
scheme. A zero (or negative) immediate gain does not, of course, imply that housing wealth has a zero present
value; at some point in the future, equity release is very likely to become worth while. This highlights the
difficult but very important issue for older people of the optimal timing of equity release.Housing Wealth and Poverty
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as reform of welfare benefits, such amounts are often regarded as significant. We
do not impose an upper age limit on equity release, and where life expectancy is
only a few years, the calculated annuity payment will be very high.
To consider the impact on the incomes of all older people, we present the
average effects on those aged 65 or over; because of the assumed age limits,
there will, by definition, be no effect on the incomes of those aged under 70
except where they are married to someone considerably older than themselves.
We therefore also present results for those aged 70 or over. In addition, we show
the effect of equity release on those aged at least 75, since in general it is among
this oldest age-group that incomes are lowest (see, for example, Department of
Social Security (1997b)).
Table 3 presents estimates of the proportion of older people who would gain
from equity release and median annual gains for those who would gain more
than £130 a year. Taking those aged 65 or over as a whole, we estimate that a
fifth (21 per cent) could gain from equity release; among those aged 75 or over,
the proportion reaches over two-fifths (42 per cent). Restricting attention to
homeowners increases the proportion who gain. Thus 36 per cent of homeowners
aged 65 or over, and as many as 81 per cent of those aged 75 or more, are
estimated to gain from equity release. Among homeowners, women are more
likely to gain than men, despite their longer life expectancies at any age. Partly
this is because, within each age-group, women are older on average than men in
TABLE 4
Gains from Equity Release among People Aged 65+, by Income Level
Income quintile Total
Lowest 2nd 3rd 4th Highest
Percentage of all
aged 65+ who gain
81 9 2 2 2 63 2 2 1
Sample size 369 1,964 1,046 676 642 4,697
Percentage of all homeowners
aged 65+ who gain
39 47 33 30 33 36
Sample size 79 782 711 578 607 2,757
Percentage of all homeowners
aged 70+ who gain
~6 3 5 2 5 0 5 8 5 6
Sample size 54 581 446 346 350 1,777
Median gain for all
aged 65+ who gain (p.a.)
~ £910 £810 £860 £1,010 £900
Sample size 31 366 231 174 203 1,005
Percentage of all gainers
in each quintile
(all aged 65+)
3 36 23 17 20 100
Percentage of all aged 65+
in each quintile
7 42 22 14 14 100
~ Sample size too small for reliable estimate.Fiscal Studies
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the same age-group and so have shorter remaining life expectancies. It may also
be the result of equivalising the gains; older women are less likely to be married
than men.
Overall, the proportion who gain rises steadily with income, from 8 per cent
in the lowest income group to 32 per cent in the highest (Table 4). But this is
largely the result of homeownership patterns. Restricting attention to
homeowners, the proportions who gain are much less closely related to income
level. This result must be due largely to the tendency for the oldest age-groups,
for whom life expectancies are shortest and hence the gains from releasing any
given level of equity greatest, to be concentrated in the lower part of the income
distribution. The final two rows of Table 4 enable us to see the extent to which
those in each income group are overestimated or underestimated among potential
TABLE 5














Men and women combined
Non-owner-occupiers 41 n/a 0 0 n/a
Owner-occupiers who live
alone
17 29 56 70 £1,350
Owner-occupiers who live
with spouse only
35 60 35 21 £510
Other owner-occupiers 6 11 9 31 £1,490
Men
Non-owner-occupiers 16 n/a 0 0 n/a
Owner-occupiers who live
alone
5 8 16 70 £2,230
Owner-occupiers who live
with spouse only
20 34 18 19 £510
Other owner-occupiers 3 6 4 24 ~
Women
Non-owner-occupiers 25 n/a 0 0 n/a
Owner-occupiers who live
alone
12 21 40 70 £1,110
Owner-occupiers who live
with spouse only
15 26 18 25 £510
Other owner-occupiers 3 5 5 39 £1,260
Total 100 100 100 21 £900
~ Sample size too small for reliable estimate.Housing Wealth and Poverty
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gainers from equity release. Again the driving factor here is the relationship
between income and owner-occupation: those in the lowest two income groups
are underestimated among gainers; those in the upper two-fifths are over-
represented.
Table 5 shows gains from equity release by living arrangements. Owner-
occupiers who live alone make up 56 per cent of all gainers although they
account for only 29 per cent of all older owner-occupiers. Seventy per cent of
homeowners who live alone gain, compared with only 21 per cent of those who
live with a spouse only. Women who live with a spouse only are more likely to
gain than men in the same situation because women tend to marry men older
than themselves. Women owner-occupiers who live alone account for 40 per
cent of gainers although they make up only 21 per cent of all owners.
As well as tending to be older and more likely to be women, gainers are less
likely than non-gainers to be couples (Table 6). The average housing equity of
gainers is about 16 per cent more than that of non-gainers. Differences in
TABLE 6
Characteristics of Homeowners Aged 65+















part of a couple




10.1 18.0 9.5 18.9 10.4 17.0













53 32 45 27 58 35




54 33 46 28 59 36
Sample size 1,005 1,752 376 951 629 801
aIncome is after housing costs.
bEstimated to be entitled to benefit and predicted to take up entitlement.Fiscal Studies
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average income are not marked, and the average income of gainers is a little
lower than that for non-gainers. Gainers are more likely to be predicted to be
receiving means-tested benefits (before equity release) than non-gainers. As
before, this is likely to be an age effect.
We estimate that many of the gains would be quite small. A quarter would be
under about £500 per year (Table 7). While not insignificant sums for some of
those on the lowest incomes, it is questionable whether they are large enough to
make equity release attractive. On the other hand, a quarter of gains are
estimated to be above £1,840 a year (over £35 a week). Although the
distributions of gains for men and women are similar below the median,
thereafter gains for men are higher than those for women.
3. Equity Release as a Means of Reducing Poverty
There are many possible ways to measure poverty and no consensus over where
to draw the poverty threshold. Here we focus on the ‘headcount’ measure of the
proportion of people with income below some threshold. Although attractive in
its simplicity, it has the drawback of not distinguishing extreme from less
extreme poverty, since it takes no account of how far below the threshold
someone’s income lies. We plot the proportions of people with incomes below a
range of possible thresholds defined in relation to pre-equity-release average
income and explore how these proportions are reduced by equity release. Poverty
rates are shown for thresholds from 30 per cent to 100 per cent of mean
TABLE 7
Distribution of Annual Increases in Net Incomes of Homeowners Aged 65+




Distribution of annual gains
5th percentile £340 £340 £330
10th percentile £380 £380 £380
Lower quartile £510 £510 £510
Median £900 £1,130 £810
Mean £1,380 £1,610 £1,250
Upper quartile £1,840 £2,230 £1,540
90th percentile £3,200 £3,750 £2,770
95th percentile £4,010 £4,560 £3,410
Sample size 1,005 376 629Housing Wealth and Poverty
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FIGURE 1
Poverty Rates before and after Equity Release: All Aged 65+
FIGURE 2
Poverty Rates before and after Equity Release: All Aged 75+
equivalent net income, although few older people have incomes below about 40
per cent of the mean. The results are shown for some sub-groups of older people
in Figures 1 to 6. The proportions with incomes below 100 per cent and 65 per
cent of average income are indicated on the charts. For the 65-and-over age-
group as a whole (Figure 1), the proportion with incomes below average income
falls only three percentage points from 67 per cent to 64 per cent; that with
incomes below 65 per cent of mean income falls from 38 per cent to 34 per cent;
and at a poverty threshold of half average income, the fall is barely discernible.
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Among those aged 75 or over, and women in particular, the proportions in
poverty are higher to start with and fall further (Figures 2 and 3). Confining
attention to homeowners aged 70 or over (Figure 4) or aged 75 or over (Figure
5), initial poverty levels are lower but falls are larger. Figure 6 plots poverty
rates before and after equity release for all those for whom equity release would
produce some increase in income. Initial poverty rates are similar to those for all
homeowners aged 75 or over. Among this group, equity release all but eradicates
the small amounts of poverty at thresholds below about 55 per cent of mean
income, and reduces them substantially at higher thresholds.
FIGURE 3
Poverty Rates before and after Equity Release: Women Aged 75+
FIGURE 4
Poverty Rates before and after Equity Release: Homeowners Aged 70+
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FIGURE 5
Poverty Rates before and after Equity Release: Homeowners Aged 75+
FIGURE 6
Poverty Rates before and after Equity Release: All who Gain from Equity Release
It seems therefore that equity release does not have the potential for
substantial reductions in poverty levels among older people in general, nor does
it benefit those in the greatest poverty. One reason for the last point could be the
effect of the withdrawal of means-tested benefits. If the income generated by
equity release is disregarded for IS and CTB, the effect on the reduction in
poverty, while not large, is not negligible. For example, among homeowners
aged 75 or over, the reduction in poverty at a threshold of 65 per cent of mean
income would be from 24 per cent to 6 per cent rather than to 8 per cent.
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4. Relaxing Some of the Constraints on Equity Release
The scheme examined so far involves minimum age and maximum equity-
release constraints. To some extent, such constraints define the limits within
which the interest payable on the mortgage is outweighed by the income
generated through an annuity. It may be efficient for providers to operate
simplified eligibility criteria to screen out those for whom the benefits of equity
release may be marginal. However, it is theoretically possible to benefit from
releasing more than £30,000 of equity, particularly for the oldest age-groups.
To explore this further, we remove the minimum age criterion altogether and
raise the limit on the mortgage and annuity to the minimum of £200,000 and 75
per cent of property value (we presume there is some limit on how much
providers will lend, at least at the given rate of interest). We then assume that
older homeowners would choose the most beneficial of three levels of equity
release: none; the minimum of 75 per cent of property value and £30,000; or the
minimum of 75 per cent of property value and £200,000. As before, we treat
gainers as those whose equivalent net income could be increased by at least £130
a year. This minimum has more significance when we remove the age constraint
on equity release since many more of those who would otherwise be classed as
gainers, now gain very small amounts. To this extent, the lower age limit is
confirmed to eliminate those for whom the benefits would be trivial.
TABLE 8
Gains from Equity Release among People Aged 65+, by Income Level:
No Age Limit and Maximum Allowable Equity Increased to £200,000
Income quintile Total
Lowest 2nd 3rd 4th Highest
Percentage of all
aged 65+ who gain
11 26 35 45 45 32
Sample size 369 1,964 1,046 676 642 4,697
Percentage of all homeowners
aged 65+ who gain
49 66 52 53 48 55
Sample size 79 782 711 578 607 2,757
Median gain for all
aged 65+ who gain (p.a.)
~ £750 £550 £580 £1,030 £720
Sample size 39 518 370 304 289 1,520
Percentage of all gainers
in each quintile
(all aged 65+)
3 34 24 20 19 100
Percentage of all aged 65+
in each quintile
8 42 22 14 14 100
~ Sample size too small for reliable estimate.Housing Wealth and Poverty
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The main effect of relaxing the constraints in this manner is to increase
substantially the proportions of older people who could increase their incomes
by more than £130 a year (Table 8) — from a fifth to nearly one-third (32 per
cent) for all aged 65 or over, and from just over a third (36 per cent) to over a
half (55 per cent) for homeowners aged 65 or over. Of all now gaining, 9 per
cent would have done so before and gain no more by removing the age and
equity constraints; 57 per cent gained even under the restricted scheme but now
gain more; 30 per cent are new gainers brought in by the removal of the age
constraint but not benefiting from raising the ceiling on how much equity can be
released; and the rest (4 per cent) are new gainers benefiting from the increase in
this ceiling.
There are far more small gains but also more large gains than before. The
median gain falls from £900 to £720. The larger gains are driven by the benefits
at the oldest ages of releasing more than £30,000 of equity. Although the overall
median gain falls, that for those aged 75 or over rises from £1,160 to £1,700. The
proportion of all aged 65 or over who gain rises from 8 per cent to 11 per cent in
the lowest income quintile; in the second quintile, it increases from 19 per cent
to 26 per cent. Of all homeowners aged 65 or over, almost a half of those in the
lowest income quintile would now gain, as would two-thirds of those in the
second quintile. The median gains among those who do gain are smaller for all
income groups, but particularly so for those in the third and fourth quintiles. The
ability to release equity in excess of £30,000 is most beneficial to the oldest, and
they tend also to be the poorest. To some extent, therefore, the constraint on how
much equity can be released, if applied to all age-groups, prevents some of the
poorest older people from making maximum use of their housing wealth.
5. Effects on Benefit Receipt and Income Tax Payments and of Some Alternative
Assumptions
Equity release offers the possibility of reducing the numbers of older people
dependent on means-tested benefits, reducing payments of such benefits and
increasing tax receipts. The scale of these changes and of the results set out so
far is dependent on a number of assumptions. The relationship between the
interest rate used in the annuity calculation and the mortgage interest rate is an
obvious example. We investigate this by decreasing and increasing the annuity
interest rate by one percentage point to 4.8 per cent and 6.8 per cent. The
favourable rate of tax relief on the interest charged on mortgages used for equity
release could also be changed. The effect of this is examined by reducing the rate
of relief to 15 per cent, the rate applying to other mortgages during 1997–98.
Under the base regime with age and equity-release limits, we estimate that if
all those gaining at least £130 a year took out such a scheme, 6 per cent of
pensioner units (head aged 65 or over) in the sample would be taken off means-
tested benefits, there would be a saving on such benefits of about £50 a year perFiscal Studies
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pensioner unit (averaged over all pensioners) and there would be an average
increase in tax paid of £20 a year per pensioner unit. For all gainers, however,
mortgage interest tax relief would be greater than the extra tax generated.
Reducing the annuity interest rate has little effect on the proportion of all those
aged 65 or over who could gain but reduces the median gain among those who
do from £900 to £780 a year. The proportion taken off means-tested benefits
falls to 5 per cent, and average savings on benefits and extra tax payments are
both £5 a year lower. Increasing the annuity interest rate by one percentage point
has similarly small effects in the opposite direction. The effects of reducing the
rate of mortgage interest tax relief allowed on equity-release mortgages are quite
similar to reducing the annuity rate except that the average extra income tax
payment is hardly affected because the taxable component of the annuity income
is unchanged.
Relaxing the age and equity-release limits with base assumptions increases
the percentage of pensioners taken off means-tested benefits to 8 per cent and the
average saving to £60 a year; average pensioner tax payments are estimated to
increase by £65 a year. For around 10 per cent of gainers, extra tax payments
would exceed the value of their mortgage interest tax relief. Varying the annuity
interest rate and mortgage interest tax relief now has larger effects. A reduction
of one percentage point in the annuity interest rate reduces the proportion of
potential gainers from 32 per cent to 28 per cent, the median gain falls slightly
and the average extra tax payment falls to £45 a year. A rise of one percentage
point in the annuity interest rate now increases the proportion of gainers to 39
per cent, although the median gain for those gaining falls to £660 a year.
Averaged over all pensioner units, the extra tax payment is almost £90 a year.
Reducing mortgage interest tax relief now has a slightly bigger impact than
reducing the annuity interest rate. The proportion of all those aged 65 or over
who could gain falls to just over a quarter, and average extra income tax
payments are about £5 a year lower than the base unconstrained regime.
VI. CONCLUDING REMARKS
In this paper, we have tried to quantify the potential increases in income that
older people could generate by releasing the equity tied up in their homes and
give some first estimates of the possible impact on means-tested benefits and tax
payments of their doing so. Quite apart from whether the cut-off used to denote a
gain in income is large enough to cover transaction costs, it would be wrong to
assume that all those who could gain over a certain amount would choose to do
so. The main cost of equity release is the reduction in future wealth to be
bequeathed to one’s heirs or to draw on oneself at some future date. Once equity
has been released, it no longer earns a return through house price rises. At any
given point, an older homeowner may prefer to delay or forgo an increase in
income through equity release because of these costs.Housing Wealth and Poverty
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The income-enhancing potential of equity-release schemes is clearly confined
to those who do own their homes and, through the role of life expectancy, to the
oldest age-groups. The first of these is a major restriction since homeownership
in later life remains positively related to income, although it is a restriction that
may lessen in time. The second restriction tends to enhance equity release as a
means of alleviating poverty because of the over-representation, even among
homeowners, of the oldest in the lower end of the income distribution. Whether
the inverse relationship between income and age will be as strong in the future is
uncertain, since it is partly attributable to cohort effects such as the fact that
fewer of the oldest generations have had opportunities to accumulate good
occupational pension rights. To the extent that the poorest pensioners remain the
least likely to own their homes, one implication is that income-enhancing equity-
release schemes have the potential to increase income inequality among
pensioners.
Equity release raises a number of issues concerning the tax and benefit
treatment of housing wealth. For both income support and council tax benefit,
the value of a claimant’s home is disregarded when applying the capital test,
7 but
under current rules, any IS entitlement is reduced by the net gain in income
produced by an equity-release scheme, and CTB is reduced by 20 per cent of it.
Other treatments are possible and could be examined. The tax-raising potential
of income-generating equity-release schemes is clearly of considerable interest to
the exchequer. Here, too, any extra tax raised has a cost: the tax forgone on
future inheritances. Given current thresholds for inheritance tax, it seems likely
that more tax would be raised on the income generated by equity release than
would be lost in future inheritance tax. Different types of schemes, different tax
and benefit treatments of equity release and the possible public expenditure
implications are thus all areas for further analysis. There are also interesting
questions about the operation of the market for equity-release schemes which we
have only begun to address in considering the effects of relaxing some of the
constraints that appear to be common in the equity-release market. We have
explored only one type of scheme and that in a somewhat stylised manner, and
many of the newer types of schemes are designed to overcome some of the
perceived problems with the mortgage–annuity formulation. However, to
compare these different types of schemes, we would need to consider their
different effects on what remained of an older person’s housing wealth to
bequeath on death. The optimal timing of equity release is clearly an important
and difficult issue from the older person’s perspective. Given the policy interest
that exists in the ability of older people to use the wealth tied up in their homes,
the extension of our analysis in these ways is very necessary, but what we have
presented here is an important first step.
                                                                                                                                   
7An exception in the case of IS is where a person enters residential care and does not have a spouse or other
qualifying relative who continues to need to live in the home.Fiscal Studies
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APPENDIX
1. Estimating Property Values
The use of original purchase price data to estimate the current market values of
older people’s homes is not without problems. These problems, and the methods
used to minimise their effects, are discussed fully in Hancock (1997). In outline,
we use the Department of the Environment’s mix-adjusted regional house price
index (Department of the Environment, 1982) for 1969 onwards and the work of
Holmans (1990) with some interpolation for earlier years, to inflate (or deflate)
the original purchase price to today’s prices. We make a household-specific
adjustment to increase the resulting value for those who lived in their properties
before purchasing them, based on a separate analysis of the British Household
Panel Survey for 1991. These homeowners probably bought at substantial
discounts, whether from local authorities and housing associations (under the
right-to-buy or discretionary agreements) or as private sector sitting tenants. In
general, the resulting estimates compare well with external data at the aggregate
level (Hancock, 1997).
2. Modelling Income Support and Council Tax Benefit
Income support is available to older people whose incomes and capital fall below
specified limits, bringing their incomes up to prescribed levels that depend on a
variety of factors — for example, they are higher for older than for younger
pensioners. The mechanics of the benefit are complicated, involving the full or
partial disregard of some forms of income and the special treatment of
investment income. Most of the main features of IS as it relates to people aged
60 or over are modelled, although we ignore aspects, such as disability-related
additions, that are especially complicated or where modelling is hindered by data
limitations. Council tax benefit helps people to meet the costs of their council
tax, a property-based local tax. If their income and capital fall below certain
limits, CTB amounts to 100 per cent of their council tax liability. CTB is
withdrawn by 20 per cent of any income above the specified limit. With the same
caveats as for IS, the main features of CTB as they affect older people are
modelled. We allow for (random) non-take-up of IS and CTB using estimates of
take-up given in Department of Social Security (1997a). All other sources of
income are taken to be as reported in the Family Expenditure Survey, converted
to current prices.
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